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ABSTRACT
This theoretical paper challenges neo-classical economics in defining the operation of the marketplace
and the economy. It develops the micro factors bedded in marketing constructs that are in fact
extensions to those presented in behavioural economics. It proposes a new paradigm that better
explains the demand concept still entrenched in much of today’s economic thinking. The paper
develops the value – utility paradigm (Blawatt, 2004) to account for economic activity with reference to
the product life cycle (PLC). The result is a more comprehensive model that defines the role of
entrepreneurship and the need for continuous innovation as essential to maintaining competitiveness
and economic health.
The paper begins by establishing alternative theoretical micro-economic factors that would actually follow
on current cognitive-psychological economic thinking. It employs these to create an explicative model
showing that an economy can be defined by two major sectors, an alpha or dynamic entrepreneurial
sector and a beta sector that is characterized as a managed, (Baumol, 2000) and declining sector. The
implications confirm the need for dynamic entrepreneurial activity to offset older conventional industries
as they decline or are absorbed by others. It opens the way for further research into why some nations
prosper and grow while others do not, based on the entrepreneurial behaviour in the country, (Global
Entrepreneurship Monitor, 2004).
Keywords: Market Forces, Utility-Value Paradigm, Prospect Theory, Managed Economy, Dual Economy,
Behavioural Economics, Cognitive Decision-making, Buying Behaviour, Entrepreneurial Economics

1. INTRODUCTION
Economists have only recently addressed the need to include human social and psychological
dimensions to estimates of economic behaviour. Neo-classical economics has, for almost three centuries,
set aside these derivatives of consumer activity in favor of the more purely cognitive and mathematical
treatment of individual acquisition of goods and services. Typically researchers and authors have applied
utility and expectancy theories, probability theory, marginalism and such where, for the most part the
result has been essentially a numerical expression derived from cognitive assumptions about rational
behaviour that is often constrained by nontransferable parameters. For all that effort the results have
been less than stellar and often at odds with market behaviour (Harrison et al, 2003).
As a consequence and in an effort to improve micro-tools, economics researchers incorporated
psychological factors hopeful of adding a more robust configuration to their calculations. It was expected
that “behavioural economics” with the new “interdisciplinary study of the interface, or sometimes the gap,
between economics and psychology,” (Lea, 2001) would move the discipline toward a realistic tableau
taken to better define individual economic behaviour. One of the more renowned efforts by Kahneman
and Tversky (1979) was considered to be a seminal work toward resolving the ambiguities often found in
prior research.

1.1 Developing Market Factors that Define Micro Economic Activity
The problem is it little matters what variable is singled out for economic treatment, there is no one
measure; preference, utility, satisfaction, desire and so on, that can effectively represent individual
economic behaviour, (Foxall, 2005). The paper posits that the penultimate progression of the utility -
psychological -sociological shift leads to a marketing oriented measure of customer economic behaviour
that is represented by two defining constructs; a cost-value (c-v) axis and a utility-benefit (u-b) axis. The










1.2 The Entrepreneurial Macro-economic Model.
The paper then develops a macro-economic model that presents the role of entrepreneurship as a
consequence of market forces where the acquisition of goods is motivated by one or more of four
expectations or factors in the paradigm; cost, utility, value and benefit. New businesses are born in the
alpha quadrant of value and benefit, where innovation and new technology offer a product or service that
is unique and appeals to individuals who seek that form of satisfaction. The need for new software, for
example is associated with the need for better performance, or increased output, and a higher value
(price) is justified. On the other hand the old software is standard material and while large numbers of
buyers may want the product, they do so only at a lower price since all that is of value is the utility of the
product. It has less to offer the buyer either in terms of new knowledge, innovation or application and thus
contains smaller intrinsic value.
Once competitors become aware of a new product, in particular the effect it may have on their own
financial situation, they become competitively active by building on their old product or perhaps
incrementally changing it or creating their own substitute. This places the innovator in a challenged
position and the enterprise finds it must reduce costs and price. Moreover it moves the innovative
entrepreneur into the cost – utility segment of the marketplace in which the primary advantage is price
leadership. The enterprise may engage in a price/cost adjustment, or a number of these, in an effort to
stay in business. It might then move to offshore production, which signals a stage of product maturity and
promise of decline. It has moved along the PLC to the beta sector of the economy where eventually there
is no longer sufficient economic incentive to maintain the product, or the business and the operation
declines, closes down or is acquired.
But the entrepreneurial organization does not permit this to happen and constantly re-invents its product
or introduces new technologies to maintain an alpha position. The paper concludes by discussing the
need for future empirical work.

2. ECONOMIC BEHAVIOR
Economists have only recently addressed the need to include human social and psychological
dimensions to estimates of economic behaviour. Neo-classical economics has, for almost three centuries,
set aside these derivatives of consumer activity in favor of the more purely cognitive and mathematical
treatment of individual acquisition of goods and services. Typically researchers and authors have applied
utility theories, probability theory and expectancy theory among others in describing human behaviours
where, for the most part the treatment has been essentially a numerical expression derived from cognitive
assumptions about rational behaviour.
Yet for all that development the results have been ambiguous at best and often at odds with market
behaviour. As a result and in an effort to improve micro-tools that would seemingly replicate economic
behaviour leading researchers incorporated psychological factors hopeful of adding a more robust
configuration to their calculations. Lea (2001) argues that the introduction of economic psychology as the
interdisciplinary study of the interface between economics and psychology better defines individual
economic behaviour. The melding of the two disciplines is seen not so much as a reaction to
inadequacies but rather a priori as a move to improve a functionally acceptable methodology.
“Behavioural Economics is the combination of psychology and economics that investigates what happens
in markets in which some of the agents display human limitations and complications.”( Mullainathan and
Thaler, )
It is interesting to note Camerer and Loewenstein (2002) find the concepts incorporated in behavioural
economics are in fact a re-emergence of psychological dimensions first noted in Adam Smith’s less
known text The Theory of Moral Sentiments in which Smith establishes the importance of psychological
factors to explain economic behaviour. More recently Simon (1974) introduces the argument that
rationality requires the consideration and effect of emotions in choice behaviour where human decisionmaking is influenced by affective and perhaps even conative inputs that play on cognitive mechanisms.
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Yet even so the move to include elements of the social sciences within the algorithms and estimates of
economic behaviour does little to fully explain individual behaviour in economic activity. What occurs is
that the application of psychological factors is based almost entirely on subjective interpretation as to
which psychological variables best describe the decision process. On one hand the approach may be to
examine the trade-off of risk perceptions against fear of loss while another approach may subsume
perceptional behaviour in endowment experiments using students in a contrived situation. Even so, what
underscores the problematic aspect of the process is the uncertainty of the assumptions. It is assumed
that individuals have well defined and stable preferences, that there is always a desire to maximize
expected utility and they are Bayesian information processors (Rabin, 2002). Given that human decisionmaking
is not so narrowly definable, the approach is potentially flawed since “the multiple causation of
human economic consumption often renders such interpretive accounts piecemeal or suspect because
they fail to handle the whole range of influences on consumer choice….” (Foxall, 2003).
The paper argues that economic behaviour is but a small shift toward the realities already in practice in
the theories used by social scientists and marketing scholars. The expectation that a single affect or
decision point serves as the criteria to explain buyer motivation is somewhat unrealistic. Instead the
research must apply a more robust approach to explain the dynamic of economic behaviour and then to
include it in a more comprehensive model of economic behaviour.

3. CLASSICAL MICRO-ECONOMIC FOUNDATIONS
Micro economics begins with the acceptance of the term “utility” to explain the measure of real or fancied
satisfaction or happiness the individual gains from economic activity in which “the utility theory is an
attempt to infer subjective value, or utility, from choices.” (Bell et al, 1988). The theory is applied to a
range of economic activities. On the one hand it is used to examine decision-making under risk, as in
selecting one investment over another, using specific probability assignments to the condition where
probabilities are not as discernable as in decision-making under uncertainty. On the other hand utility
theory is applied to individual purchase of goods from which point the marginal utility in regard to
purchasing the next unit is diminished and so on to the point where the individual is indifferent to
acquiring any more of that particular good. The resulting set of indifference curves is then taken to
establish demand curves for the item in question.
In any case the use of probabilities is usually subjective. In the situation where the economist examines
an individual utility function in acquiring a product, for example it is referred to as the descriptive
approach. If the objective is to construct a rational model of behaviour or decision-making it is termed a
normative approach with the effort to bridge these two methods as a prescriptive approach. In each case
there is a conscious effort to quantify a presumed function using utility theory.
The models used by economists to describe individual human behaviour are based on the concept of
utility maximization, expressed as:
Maxim U = f(X, Y))
where 'X' & 'Y' are taken to be the measurable quantities of goods or services. Since the term on the lefthand
side of the expression, utility 'U', is neither observable nor measurable economists resort to
individual preferences for goods and services to indirectly represent the utility (satisfaction) gained from
consumption of these items.
The procedure is governed by a number of assumptions stating that:
1. Individuals can make choices and rank their preferences for goods and services.
2. Individuals are rational in their choices.
3. More is preferred to less.
4. Additional units consumed provide less additional satisfaction relative to previous units consumed
(the more you have of a particular good, the less satisfaction you receive with additional
consumption of that same good).
Utility was taken to be a measurable dimension with regard to an individual and her or his relationship to
each good available in society. It held the assumed promise of being able to identify the maximum
desired utility, or satisfaction in society and then to maximize it for the common good. In this approach
utility is represented as the individual preference one has toward a product using a numerical value to
Proceedings of the IABE-2008 Stockholm- Summer Conference, June 6-8, 2008 Stockholm 43
quantify the extent of preference. Thus an assigned score of 10 for a bottle of Coca Cola indicates a
higher level of desire over a score of 7 for Pepsi Cola. In time, however, neoclassical researchers
adopted the concept of preferences that while still applying a utility value to products actually uses the
scores to reveal degrees of preference and not absolute preference differences.
The utility concept is applied to both single attribute as well as multi-attribute items. It is a key assumption
that the decider always chooses the alternative for which the expected outcome will maximize his or her
utility (EU). In each case the values assigned to the utility measures are assumed by the researcher to
reflect preferences. In most cases the values are measured under laboratory conditions or within
contrived settings such as students in a classroom. The researcher then applies probability theory to the
process and develops a generalization about economic behaviour.
A refinement of utility theory is the application of marginal utility wherein the perceived economic value of
an item is the result of marginal utility and marginal cost. Here it is taken that the most important decision
occurs at the point of the marginal or last unit of consumption or production. What is the consequence or
utility of acquiring the next item when one already has one or two in hand? The area gains further
importance since the theory of marginal utility leads to the estimation of indifference curves and
economists develop demand curves from the indifference curves for a product or service.

3.1 Utility and Behaviour
For the many decades that economists assigned their perceived values of purchase choice behaviour to express preferences and individual choice the results have been varied and in many cases inconclusive.
There has been an inconsistency in the ability of estimates and models to predict economic behaviour with any reliability. Harrison et al (2005) in concluding their study on utility theory state that, “The most important conclusion we draw is that EUT (Expected Utility Theory) is hard to test, and that its main weakness as a theory may be the difficulty of undertaking operationally meaningful tests of it. Thus it is not an ‘ex hypothesis’….so much as it was never an operationally meaningful hypothesis when tested unconditionally.” The paper controls for the effect of risk and the indifference curve yet even so finds that expectancy utility theory cannot be tested and thus presents a major weakness as to efficacy. Here we see a confirmation that pure utility methodology is problematic and seemingly requires the acceptance of something more, perhaps behavioural elements such as attitude. 
Minkler (1997) takes a more aggressive position by arguing that when utility theory is used by itself the theory is descriptively incomplete, theoretically flawed and ethically questionable. He proceeds to declare that the incorporation of a “commitment function” remedies the problem, again confirming the need for the inclusion of more socially derived values other than those subsumed through “perceived” rationality.
An even more conclusive argument is presented by Bazerman and Malhotra (2005) who submit that the conventional economic rationale used in developing governmental policy initiatives and public direction is flawed and that this “failure to incorporate the lessons from other social sciences leads to inferior public policy.” They go on to disclaim the five pervasive economic assumptions that serve as “guiding policy principles and destroy values in society,” including:
1. Individuals have stable and consistent preferences
2. Individuals know their preferences and pursue them with volition
3. Individuals make decisions based on all the evidence available to them
4. Free markets solve economic problems and
5. Credible empirical evidence consists of outcome data, not of mechanism data.
The list is expanded with Rabin’s (2003) perspective of “importantly wrong” assumptions about people
that subsume they are:
6. Bayesian information processors who
7. Maximize their expected utility,
8. Are self interested, narrowly defined and can
9. Apply exponential discounting weighting current and future well-being and
10. Have only ‘instrumental’/functional taste for belief and information.
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In effect most if not all assumptions used by economists in pursuit of utility theory and those deriving from utility theory are seen as at least inappropriate if not purely erroneous in those applications dealing with human economic behaviour.

3.2 Superseding the Utility Function
The underlying assumption of rational choice theory is that selected utility factors, the use of alternatives and the outcomes thereof can universally satisfy the rules of economic choice; that the calculated values accurately report consumer expectations and as such may be extended to produce predictive models of rational choice. These expectations are not realistic. Camerer (1999) points out, “The models have been “grossly inconsistent with findings from psychology” and that “for decades social scientists have criticized economic models for assuming too much rationality even as economists defend the models as useful approximations.” (Camerer, 2000). 

Even so there is a considerable reluctance to accept reality. Economists continue to apply the concept of utility even though it is flawed. The apparent rationale is that despite the lack of realism in the results, the issue is too important to accept the notion it might be flawed. There is the countervailing expectation that somehow it will one day prove valid. As Baron (2003) obliquely notes,
“I have argued that most of the inconsistencies and other difficulties in utility measurement can be understood as deviations from a true underlying utility function. Some of these can be understood in terms of the distinction between means values and fundamental values. Others can be seen as the results of various biases resulting from how we think about judgment tasks. In no case are we at a loss to propose accounts of this sort. The accounts may be incorrect in detail, but we have no reason to think that other accounts of the same sort will not replace them. Thus, from a normative point of view, the concept of utility is intact.”

It is the case that economists have used assumptions of perfect information and perfect competition to be good approximations. But these have since been replaced by corporate behaviour, in game theory models and monopolistic competition. As rational scientists acquire more information and knowledge the old conventions are replaced by more appropriate procedures. 

The pure application of utility theory, however manipulated with probability applications and other normative constructs is overly simplistic and clearly yields a problematic outcome at best. There is little evidence to support the view that a single variable, even when combined with probability assignments can possibly determine an individual’s economic behaviour. In the application of Expected Utility applications Camerer and Lowenstein (2002) conclude “The statistical evidence against EU is so overwhelming that it is pointless to run more studies testing EU against alternative theories….”

The human is simply too complex, the decision-making procedure is widely variable, governed as it is by exogenous as well as endogenous factors. Another consideration is that economists rarely collect demographics, self-report, response times, survey results and other measures that psychologists have found of value. There is little effort made to relate findings to the real world, as it were.Given that context, researchers began to appreciate the role that psychology might play in the deliberations and began to embrace the much earlier view of Adam Smith, H. A. Simon and others that economic behaviour must include human dimensions.

4. BEHAVIOURAL ECONOMICS




understanding of the behaviours, feelings and motivations of individuals… (while).. Economists are best at developing normative frameworks which can be used as a benchmark to conduct welfare analysis and obtain policy implications.” (Brocas et al, 2003) 

Camerer (2003) observes that ‘Behavioural economics replaces strong rationality assumptions used in
economic modeling with assumptions that are consistent with evidence from psychology, while maintaining an emphasis on mathematical structure and explanation of naturally-occurring (field) data.” The intention is to add realism to economic analysis and to advance the insights and policies that might
be derived from imputed predictions. H. A. Simon (1969), an early advocate of behavioural economics introduced theories of economic behaviour that were based not only on cognitive algorithms but also included the limited ability of individuals to process information or to apply “bounded rationality,” to the decision-making process.

Daniel Kahneman, a psychologist who received the Nobel Prize in Economics in 2002, with his long time colleague Amos Tversky, was an early researcher in the use of psychological concepts. He published his findings in simple terms familiar to economists that expanded on the bounded rationality issues and classified these within his newly developed ‘prospect theory.’ During the last part of the 20th century and to the present a number of outstanding researchers including  Camerer, Thaler, (1980) Kahneman, Tversky and Simon have advanced what is now a new discipline incorporating human dimensions into otherwise assumed characterizations of economic behaviour. To
some it was a return to the aspects of personal desires first raised by Adam Smith. Others believed it an
overdue consideration of the reality of behaviour in the marketplace.

4.1 Prospect Theory
Kahneman and Tversky (1979) studied the manner in which human beings engage in decision-making.
They observed that human beings have what they termed as perceptual weaknesses built into the cognitive structure that affects the conventional economic models. Their investigations introduced the use of two components; a value function derived from psychological perceptions such as risk, fear, endowment and a probability weighting function. The structure was then applied to experiments in which subjects were asked to take part in a number of decisions relating to different risk levels, opportunities to increase payoffs and losses or gains in endowment, where they could lose an item they owned. The objective is to capture the full essence of a person’s utility or measure of happiness or expectation about buying something, for example.

Behavioural economists find emotions from one situation to another can vary and influence economic transactions in a completely unrelated manner. For example the “endowment effect” is evident when people ask a higher price for an item they own compared to what they would be willing to pay if they did not own the same item. In another examination traditional economic theory had it that stock traders were entirely logical and always strove to maximize profits based on complete knowledge about what the market is doing, (Vaillancourt-Rosenau, 2004). However, in a study by Farmer, Patelli, and Zovko (2003) using a model of agent behaviour with data from the London Stock Exchange they found that observed action is so complex and varied that it exhibits random choice more so than rationality. It would seem that presumably traders try to contain their own emotional tendencies but in general fail this test. Kahneman and Tversky (1992) in advancing their view on prospect theory assembled a composite of events that display “irrational “economic behaviour. They establish that people are more affected by losses than by gains, concluding that most people are loss averse. Ainslie (1992) finds that individuals are more short-term than long-term oriented, discounting future rewards in favor of the short-term gain.
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process. They are described in the literature as anomalies or exceptions to standard expectations, an economics term that refers to behaviour not in accord with economic concepts. These anomalies presumably confirm the need to employ psychological elements. They consist of:

_ Framing – making different choices when the problem is presented in a different way. If one had
the choice of saving 5 lives and saving 1 life the rational choice would be saving the 5 lives.
However if the five are terrorists and the one is a child, a different logic prevails.
_ Non-linear preference – making choices inconsistent with commonly accepted preferences. If
apples are preferred to oranges and these are preferred to bananas, people will buy the banana
when offered a choice of apples or bananas.
_ Risk aversion and risk seeking – Taking a risk to buy life insurance in order to avoid long term risk
_ Source – Paying more for a product because one likes the package as opposed to buying the
good at lesser cost without the packaging.
_ Judgment by heuristic - assisting the process of learning or discovery, the extent that decisionmaking
is influenced by an individual’s perceptions, emotions and prior knowledge.
_ Cues in decision-making - making judgments based on incomplete knowledge, accepting partial cues and in doing so making errors in those judgments.

4.2 The Psychology of Economic Behaviour
The intent of uniting psychology with economics is to incorporate human dimensions to an otherwise
cognitive process built on a subjective estimate of reality by the researcher. Thurow (1983) understood
the need for more inputs from the behavioural field and argued in favour of including psychology in the
process. "Contrary behavioural evidence has had little impact on economics because having a theory of
how the world "ought" to act, economists can reject all manner of evidence showing that individuals are
not rational utility maximizers, (See Baron). Actions that are not rational maximizations exist, but they are
labelled "market imperfections" that "ought" to be eliminated. Individual economic actors "ought" to be
rational utility maximizers and they can be taught to do what they "ought" to do. Prescription dominates
description in economics, while the reverse is true in the other social sciences that study real human
behaviour."
Psychological dimensions bring an important understanding to economic analysis. Utility theory was
appreciated as a tool for model building against which the economist could test a variety of market
conditions and perhaps make adjustment so as to more closely define market behaviour. Yet as Thurow
points out, these models served more to spell out what should be the case, rather than what was the case
and how to capitalize on it.
Even so, behavioural economics has yet to hit the mark in proving relevance. The anomalies and other
deviations noted by researchers signal the importance of psychological as well as sociological issues that
impact on consumer behaviour. But that really is the extent of it. There is no further attempt to build on
these cues and include human dimensions to the analyses or move toward understanding market
behaviour. Rather, researchers have taken a small step without really abdicating the single-minded view
that utility theory presses on the economist. One still finds Thurow’s view very much in evidence.
"One of the peculiarities of economics is that it still rests on a behavioural assumption -- rational
utility maximization -- that has long since been rejected by sociologists and psychologists who
specialize in studying human behaviour. Rational individual utility (income) maximization was the
common assumption of all social science in the nineteenth century, but only economics continues
to use it.”

4.3 Criticisms of Behavioural Economics
Many of the experiments used by economic behaviourists are contrived settings that assume a particular
scenario presumed to explain market reality. Experiments that apply endowment issues, lottery choices,
risk trade-off, buy-sell situations in a presumed stock market exchange and contrasted time events are at
best partial models of consumer behaviour. They are laboratory experiments that by extension are
expected to replicate reality of the marketplace. Myagkov and Plott (1997) among others contend that
experimentally observed behaviour is inapplicable to market situations, since learning opportunities and
competition are a part of the reality of consumer behaviour and these are not accounted for in the tests.
Then too the cognitive theories; prospect theory, bounded rationality and game theory are actually
decision-making models and not descriptors of a generalized economic behaviour. As such they can be
taken as applicable only to those settings which are a once-off decision problem presented to
experimental participants or survey respondents.
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While many researchers acknowledge the considerable “complementaries” between psychology and
economics, there has been little change in traditional economic conventions, (Glaeser, 2003).
Behavioural economists continue to incorporate a single psychological expression in defining issues of
finance, labor economics, savings and investment, arbitrage, taxation and welfare. There is also the
difficulty of translating a single event experiment, constrained by subjectively imposed limitations, to the
broader level of marketplace decision-making. Foxall cites the ...”problems of interpreting the behaviour
of consumers acting in situ and subject to multiple influences of modern marketing management and the
societal influences that shape consumption.” In this context the laboratory type experiments carried out by
behavioural economists raise any number of issues as to application if not validity given that the
consumer decision-making is ”not a single event but the distribution of behaviour over time.” (Foxall,
2003).
Further, the literature has little to offer on the role of economic behaviour in regard to actual consumer
purchasing. Anderson (1994) in a real world study of managers taken from a Conference Board datum
finds that bias and limited learning have an effect on decision-making in industry and that their findings,
“add to the growing literature that notes the limited empirical validity of certain assumptions of the
rationality paradigm.” While findings indicate variance from expected normative and descriptive
constructs, there remains dissatisfaction with results in explaining either psychological aspects or the
economic assumption of rationality. Prospect theory can explain “ten different phenomena in field data,
from stock market pricing anomalies to downward sloping labor supply and asymmetric price
elasticity,”(Camerer,2000), but it does little to explain consumer behaviour in the broad and general sense
nor does it assist in identifying elements in the economy that address individual purchases of goods and
services. Economic behaviour models still remain modified utility models touched with a hint of human
bias or feeling that remain quite normative and requires testing to establish, or not, their validity.

4.4 Consumer Behaviour and Economic Rationality
The shortfall in current economics models of behaviour is the limited allowance for the role the individual
plays in exercising decisions and implementing economic behaviours. There is extreme reluctance to
move from flawed, if not erroneous precepts as with utility theory, toward any modification that might
better explain economic behaviour. The human decision-making process is not a one-dimensional act but
is seamed with emotions, motives, experiences as well as the cognitive dimensions of “rationality.” The
assumption that a chosen single mechanism, touched by a hint of behaviour reflects the whole of human
action in the acquisition of goods and services is a position that can only be seen as extremely narrow
and ‘ex-academe.’
Simon (1983) observes that any account of human rational behaviour must include the significance of the
full scale of human emotions in choice behaviour. Classical, and in good part behavioural economics has
avoided the fact. In a study that explores the mechanism of emotions on bounded rationality Muramatsu
and Hanoch (2004) agree with earlier research from Elster to Thaler and Lowenstein (1999) of the
importance of human emotion and that the “accounts of various instances of economic behaviour….
require us to dig deeper into the nature and structure of agents’ preferences, beliefs (expectations), and
rationality.”

4.5 The Psychology of Decision-making
It is a fact that people do not process information in a purely cognitive manner. Hanson (2000) finds that
“consumers do not use their cognitive and affective skills independently, rather they affect each other” A
further finding from his study is that pricing, the principal keystone of economic behaviour according to
neo-classic economics does not have an effect on the intention to buy. Contrary to the utilitarian desire
for an ordered, rational behaviour humans simply do not conform to that model and the expectation that
rational economic behaviour is contained in a single postulate has little correlation with reality. It therefore
holds that no amount of tinkering or the “testing” of normative economic models will describe the market
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Foxall (2003) summates the issue noting that, “In cognitive portrayals of choice, the goal oriented
behaviour of the decision-maker is influenced by his or her motives, perceptions, beliefs, attitudes and
intentions which are the means and output of information reception and processing.”
There is a considerable body of research on human decision-making and information processing
conducted by cognitive psychologists and researchers and a number of journals dedicated to the science,
to wit: Cognitive Science: A Multidisciplinary Journal; Applied Cognitive Psychology, Copyright © 2005
John Wiley & Sons, Ltd.; Journal of Behavioural Decision Making, Copyright © 2005 John Wiley & Sons,
Ltd.; Cognitive Psychology, Elsevier.
Paivio (1971), Sadoski & Paivio (1994) and other cognitive psychologists confirm that decision-making
and behaviour are very much governed by emotional and conative, or experiential factors as well as
cognition. These three conditions, in whole or in part but not singly are what form an individual’s total
information processing or cognitive process. The literature in the discipline of Cognitive Psychology is
heavy with emphasis on the role of affective and experiential as well as cognitive factors in determing
human behaviour, including economic behaviour. It is an inescapable fact that any consideration of
economic or market behaviour must account for expectations that incorporate all aspects of decisionmaking
and not just that which is convenient, (Blawatt, 1995).
“Cognitive psychology embraces the term ‘cognition’ in reference to all processes by which sensory input
is transformed, reduced, elaborated, stored, recovered, and used. It is concerned with these processes
even when they operate in the absence of relevant stimulation, as in images and hallucinations...i” Given
such a sweeping definition, it is apparent that cognition is involved in everything a human being might
possibly do; that every psychological phenomenon is a cognitive phenomenon. Cognitive psychology is
radically different from previous psychological approaches in two key ways; the application of the
scientific method to test hypotheses and secondly the inclusion of internal motivation, beliefs, desires and
drives.
The selection of one good over another can be expressed as a progression from a cognitive state through
an affective state to a conative condition where economic behaviour is manifest in the final purchasing
decision. Lavidge and Steiner (1961) developed a model well known in marketing for its ‘hierarchy of
effects’ presentation of the continuum in human decision-making from a state of unawareness to
conviction and expressed behaviour through the cognitive states. People do not make decisions based on
a single expression. They make decisions and act on them by employing a variety of cognitive and
affective elements and the final act of selection is the determining behaviour.

5. CONSUMER ECONOMIC BEHAVIOUR
“Whenever a buyer, in choosing between two things which chemists and technologists deem perfectly
equal, prefers the more expensive, he has a reason. If he does not err, he pays for services which
chemistry and technology cannot comprehend with their specific methods of investigation. If a man
prefers an expensive place to a cheaper one because he likes to sip his cocktails in the neighborhood of
a duke, we may remark on his ridiculous vanity. But we must not say that the man's conduct does not aim
at an improvement of his own state of satisfaction. What a man does is always aimed at an improvement
of his own state of satisfaction.” (von Mises, 1966)
Economic decision-making as the major transit of buying behaviour is complex and compelled by
psychological, social and personal factors to satisfy a need or “improvement” of a state of being. Even as
economists are inclined to rely on a single utility construct to express an economic outcome, consumer
behaviouralists and marketers find there are dozens of factors that come in to play. Even as behavioural
economics develops a single item marker of fear (of loss, risk) or greed (gain, profit) to identify a
psychological variable to incorporate in normative calculations, they eschew the “anomalies” of source,
heuristics (learning) and cues that convey the elements of consumer behaviour.
There are three items within the individual that issue or give cause to behaviour, including buying
behaviour: personal, social and psychological factors. Personal factors refer to those demographic
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compositions, age, sex, income that physiologically determine broad patterns of need and response to
the marketplace. An individual’s age disposes her or him to manifest certain requirements and motivates
them toward a decision to acquire certain goods and services; young people for entertainment, older
people for health care and so on.
Social factors refer to motives, perception, ability, knowledge, attitudes, personality and lifestyle.
According to Massey (1975) and Sullivan (1978) between the ages of 2 years to 12 years of age an
individual is socialized and develops a value set that serve as the platform from which all things are
judged and acted on from that point forward. The way one relates to his or her community, the types of
products one is disposed to, the lifestyle decisions and even the work that a person does, is influenced if
not determined by the value set which remains more or less unchanged throughout life, barring a
significant emotional experience that might intervene and stimulate an adjustment.
The psychological factors are those that are affected by ones association with the external world –
opinion leaders, family life cycle, reference groups, culture, and social-class. They exert an influence and
impact on the decisions one makes. A study of consumer behaviour by (Blackwell et al, 2001), and
numerous texts in the same genre by eminent researchers reveals that individual economic behaviour is
comprised of a very extensive construct inclusive of the three prime factors and the manner in which they
coordinate, motivate and impel an individual to behave. But the literature clearly establishes there is no
one single variable that can be held to account for individual behaviour, let alone economic behaviour.

5.1 Consumer Decision-Making
Consumer behaviour is an expression of intentions derived from attitudes that are based on beliefs and
ultimately an individual’s personal values. Fishbein and Ajzen (1980) developed the paradigm that
indicates a progression from one condition to the other. Attitudes toward a product or service are
influenced by ones beliefs and values. The attitudes may be modified and indeed do change from time to
time, as one switches from one brand to another, for example. A person’s intended behaviour, given little
interference or external pressure then follows with behaviour.
An individual is compelled by needs, wants and desires to improve her or his “state of satisfaction”,
moderated by internal and exogenous variables such as economics, timeliness, involvement level and so
on. Generically the process is expressed in five steps: (a) problem recognition, (b) search, (c) alternative
evaluation, (d) choice and (e) post purchase behaviour. These conform to the early models of decisionmaking
introduced by Howard and Sheth (1968). The first three steps of the process are essentially
qualifying activities where the decision to purchase is arrived at in the context of emotional, cognitive and
experiential issues effecting the final decision. But it is in the fourth step of the actual selection or choice
that one would look for a summative determination of the factor or factors that power consumer economic
behaviour in the final decision.
Within this progression Hansen (2003) finds that four elements have an effect on the final buying
decision. They are: price, quality, involvement and emotion. His findings are consistent with most
descriptive models of consumer decision-making. There is a general overlap of personal, social and
psychological variables with no clear indication that a single item is accountable as an expression of
economic behaviour. In Hansen’s model price has an impact on the buyer’s involvement and perception
of quality. There is an established association in that an individual might perceive lesser or higher quality
in relationship to price. Higher prices may be interpreted to reflect higher quality and vice versa. Quality
plays a role in defining ones attitude as well as buying intention.

5.2 Primary Determinants of Market Forces Buying Behaviour
Consumer decision making is centered on two very specific contexts one in which the consumer makes a
judgment or is motivated to do so on the basis of a functional, physical dimension and a second
comparative dimension that conveys a notion of the value of, or compensation for the first. In the former
case the buyer looks for a tangible item, one that induces or is expected to provide satisfaction of a need
as in an automobile for transport, cologne for pleasant odor and social acceptance or a fine dining
experience that may address both of those needs. The value one ascribes to these experiences that is, or
will be consequential to a purchase is dependent on what must be given up or paid for. If there is a
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minimal expectation of physical satisfaction or utility, then the value is minimal or reduced to the level of a
pure monetary exchange. If the product offers a number of advantages and/or benefits of worth the
purchaser then accepts the consequence of a higher price or value that can go beyond a specific
monetary statement.
The focus on these two dimensions explains consumer and economic behaviour. The consumer makes
an economic decision concomitant with an evaluation of a product or services worth. They are mutually
inclusive and are covalent in the process.
The market is a process in which the participants, buyers and sellers of goods and services behave
independently and competitively. Decisions are made on the basis of motives or drive to satisfy needs
and/or improve ones position or existence. The motivation to select a product or service is described by
Solomon (2003) as “the process that leads people to behave as they do.” It occurs when a need is
aroused that a consumer wants to satisfy. Usually needs are structured and can be developed as from
Maslow’s (1943) hierarchy and may originate in the physiological or the self-actualization level. Thus a
need can be manifest in a physical manner as in obtaining satisfaction from eating or it may be something
more intangible as in receiving comments or praise for a new garment. In the first case an individual looks
to satisfy a utilitarian need with the desire to achieve a functional or practical benefit, whereas the second
is a hedonic need and the desire to obtain experiential and/or emotional benefit.
Hanson (2003) states that consumers seek two experiences through consumption. Firstly there is the
desire or motivation to satisfy a need and secondly to obtain pleasure or satisfaction. In the latter case the
experience is based on an expectation that is a subjective value while the former may be said to rely
more on a trade-off of product features and performance. Unlike the economist who tends to lump “the
terms utility, values, and goals interchangeably,”(Baron 2003), social scientists view decision criteria
within two factors one of which is physical and perhaps has a concrete orientation and the other in terms
of more esoteric considerations as with value and importance. As we shall see in discussing the role of
marketing in economic behaviour, the concept of value become synonymous with perception about the
item and expectations intrinsic to it.
The decision criteria and motivations in purchasing a product or service are then seen to center on two
aspects: a physical characterization that implies a promise of performance and a dimension that
addresses the perceived value of the item. In the first issue the consumer is concerned that the product
has the ability to function as it is expected to do. Will it fit comfortably if it is a dress? Will it shape steel if it
is a manufacturing tool? On the one hand there is the need for an item to perform a simple utility function.
On the other hand there may be a desire that the item embodies a number of features and benefits that
supersede the single, parsimonious function.
The second criterion is the acknowledgement of the investment that has been made in creating the
product or service and the acceptance by the buyer of having to compensate for that worth; that is to pay
for the product or service. At one extreme one can appreciate the desire to pay as little as possible, the
lowest possible cost to the buyer for an item. Commensurately there is the realization that an item may
embody a value that is beyond the cost level. In this there is the expectation of accommodating needs
beyond the physical plain to the more intangible level where value is a considerably subjective
perception, matched by a willingness to pay for that prospect at a level well beyond cost.

5.3 The Utility – Benefit Spectrum
Unlike the word ‘utility’ used as an abstract concept in economics that indicates how much ‘happiness’ a
person might have from buying and owning a thing, utility in this discussion is a functional term. It
conforms to a much more ancient view as found in the Venetian patent statute of 1474, in regard to
intellectual property, "Now, if provision were made for works and devices discovered by men of great
genius apt to invent and discover ingenious devices so that others who may see them could not build
them and take the inventor's honor away, more men would then by their genius would discover and would
build devices of great utility and benefit to our commonwealth." (Oddi, 2000)





The Canadian Government (2004) states that, “a ‘useful article’ means an article that has a utilitarian
function and includes a model of any such article. Further a ‘utilitarian function’, in respect of an article,
means a function other than merely serving as a substrate or carrier for artistic or literary matter.” In this
respect a product delivers a form utility at the elemental level where there is a worth or importance to the
possessor as identified by physical dimensions.
In addition to form utility, the paper subscribes to the fact that marketing creates and provides further
utility (usefulness or performance value) for the consumer. Utility is the attribute in an item that makes it
capable of satisfying wants. In this paper, as in the marketing sense it would comprise one or all of the
four types of utility including form utility that is the physical change that makes a product more valuable.
While this can be taken as a function of production, it is the case that marketing plays a vital role in
directing the ultimate shape, size, quality, and design of products. Place utility makes a product
accessible to potential customers where they want it. Time utility makes a product available when it is
needed and possession utility is created when ownership is transferred to the buyer. (Purdue University,
2003)
At the opposite end of the spectrum a product or service may be comprised of a number of utility
functions in the form of benefits that would represent a higher order of performance worth to the buyer.
Webster’s defines benefit as an advantage, something that promotes or enhances well-being. An
automobile has many benefits in respect of providing comfort, speed and efficiency even as it moves a
person from one place to another which is the primary utility.
A benefit according to Roget’s Thesaurus (2005) can be expressed as a verb and refer to help or assist
someone. Or, as in this paper it can be taken as a noun and carry the definition of advantage, betterment
and even worth. Thus a product or service can be described as having a single worth or utility or any
number of attributes, each of which ostensibly provides an advantage or number of benefits to the buyer.
These reflect the physical parameters of a good/service and contain intrinsic perceptions of worth as
associated with performance. As such the product/service has the capacity to satisfy the needs, wants
and/or desires of the consumer. In this context a commodity is a lower order utility. It has a limited
function in its existing form and until processed further it has a lesser worth. A commodity offers a
comparably narrow need satisfaction and is taken to reflect little or no differentiation. It is a simple utility
In the selection process we see there is a continuum that ranges from a single utility or function over to a
number of attributes and/or advantages of some benefit. A person might look for a single function item
with no other characterizations enhancing it, other than the fact it can do a specific, simple job or provide
a direct function. It can be a commodity, as in salt or wheat or perhaps a pair of pants. The point is that
aside from the promise the item is expected to fulfill of a simple capacity there are no other attributes or
items of worth attached to it.
A product/service contains three essential benefits. The first is a core benefit that in the case of a utility
item is a single core benefit. The second is described as providing ‘in-use’ benefits or a provision of a
function. It is through using the item that one receives a functional benefit, perhaps in performance. The
third incorporates psychological benefits, which is to say aspects that can affect self-image enhancement,
hope, status, self worth, and problem reduction benefits (e.g., safety, convenience).
The lowest item on the utility – benefits scale is a commodity, a single product or perhaps a service that is
singular in function, form and possibly a psychological dimension. But the higher order package of
product benefits would offer many advantages in a mix of function-form, personal, sociological and
psychological offerings.

5.4 The Cost – Value Spectrum
The concept of value requires some discussion. It suffers a number of uses, not all of them consonant
or comparable. The economist looks on value in providing an economic statement as in ‘the value of an
asset deriving from its ability to generate income.’ Marx considered value as a consequence of labour,
although he wrote of it in a modified form. He said, “‘Use-values ... constitute the substance of all
wealth, whatever may be the social form of that wealth….A commodity is, in the first place, a thing that
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satisfies a human want; in the second place, it is a thing that can be exchanged for another thing. The
utility of a thing makes it a use-value. Exchange-value (or, simply, value), is first of all the ratio, the
proportion, in which a certain number of use-values of one kind can be exchanged for a certain number
of use-values of another kind.” (Pilling, 1980)
Webster’s Dictionary defines value to be the quality of a thing according to which it is thought of as being
more or less desirable, useful, estimable or important. It is worth in usefulness or importance to the
possessor; utility or merit: the value of an education.
Schumpeter (1908) states “That it is society as a whole which sets values on things …. It is evidently true,
moreover, that, if value means "exchange-value," it is, of course, not fixed by any single individual, but
only by the action of all.”
Peter Drucker (1977) says that because its purpose is to create a customer, the business has two - and
only two functions: marketing and innovation. Marketing and innovation create value, everything else
reflects costs.
The knowledge industry has also created intrinsic value in products as a function of the informational or
conceptual-image content. All commodities have what might be termed a knowledge composition. It may
include the technical knowledge bedded in the design and production of an item (as with Microsoft’s
Office XP), and the image content that is tied to the promotions and advertising efforts carried out on
behalf of the product or service. (Curry, 1997)
The image content that is associated with even the more prosaic of products carries a value. For example
a hamburger is no longer just a hamburger, but a Big Mac from McDonald’s or ‘finger-licking-good’
chicken from the Colonel at KFC. Thus the consumer purchases a brand image that has an intrinsic
value, an assurance of satisfaction or an expected experience.
The notion of value in consumer economic behaviour embodies all these in the establishment of the worth
of a good or service that satisfies wants, needs and desires. It embodies the allowance for perceived
ideations, form and conceptual notions. As in the MacDonald’s example the value of a Big Mac is in the
eye of the beholder in which case, and others, perception is reality. The subjective valuation is very much
dependent on the sociological, psychological and personal factors that come into play when the
consumer considers acquiring a good. They are summated in the final value placed on the item at the
time of acquisition of the product or service.
On the alternate side of the spectrum is the cost consideration. Cost is taken to be the minimum value of
an item, bereft of all intrinsic ideations or valuations. There are no mitigating factors that might enhance
the consumer’s view of the item except the amount of exchange or cash that must be paid to obtain it.
Lewin (1995) gives some grounding to the discussion in declaring that cost is a subjective element that is
very important in two respects. “First, it manifests itself in utility terms, making it non-comparable across
individuals. Secondly, cost implies subjective expectations. It refers to the perceived alternatives; it
relates to an imagined future.”
Value is found in the association of benefits and costs. In this paper it is an expression of the investment
a buyer makes in time, effort and money in order to obtain a particular bundle of benefits. It is the
counterpoint to the utility – benefits spectrum that provides expectation of performance in satisfying ones
needs, wants, etc. Value is the sum of all expectations an individual has about an item. It goes beyond
the notion of pure monetary considerations and enfolds the ideation component intrinsic in an item of
product. It is greatly subjective and rests on the “subjectivism” of the Austrian school. Von Mises (1996)
declares that, “Economics is not intent upon pronouncing value judgments. It aims at cognition of the
consequences of certain modes of acting.”
So it is with the factors in this paper as regard the cognitions of the final disposition to purchase. The
argument is made there are two principal dimensions that summate the motivations to purchase goods
and service in the exercise of economic behaviour, a utility – benefits expression and a cost – value
expression. These are the consequence of decisions arrived at through, and inclusive of personal,
psychological and social issues. They are also the consequence of market influences, perceptions and





experiences of the buyer. Perception of value is derived from the expectations as to the anticipated
benefits arising from the purchase. The final determination of the decision to purchase, of expressing
economic behaviour is vested in the evaluation between these two constructs. They constitute a
paradigm that identifies consumer choice and form the basis for the behavioural economic model.

6. THE ENTREPRENEURIAL ECONOMIC MODEL
The underlying demand that powers economic activity comes from consumers, institutions and industries
who/that acquire goods and services to their own purposes and desires. Their motivation has its basis on
internal needs, wants and requirements that reflect psychological and social drives, rather than purely
cognitive dimensions as found in arguments on equilibrium theory. Israel Kirzner (1992) makes the case
that an economy is subject to market forces and does not necessarily respond to supply side economics.
The principle drivers of an economy are the demand expectations of a population, augmented by trend
shifts, changes in technology and global market access, all being directed by an entrepreneurial class. In
the first case it appears that established and often larger, firms satisfy this basic demand. In the second
case it is more likely that new firms as well as responsive, creative elements in existing firms perceive
new opportunities in the market and through new methods and technologies initiate new enterprises to
capitalize on those opportunities.
In this there is a dynamic at work that adds motion to the function of an economy. Companies and
industries proceed through a life cycle from birth to decline. "The market is not a place, a thing, or a
collective entity. The market is a process..." (von Mises). New firms are born of new technologies and/or
opportunities. They rise in strength and power in response to market forces and soon reach a position of
maturity at which point competitive forces impose on them the need to improve productivity, to become
efficient and to reduce costs. The ensuing programs to cut costs, which often include heavy capital
expenditures for new processes and equipment, are ultimately expressed in the decline of the numbers
employed in the firm. The downsizing of America during the latter part of the 20th century eliminated over
fifty million permanent jobs, the direct consequence of the turbulence issued by change and opportunity.
(Timmons, 1998)
Economic activity then is the consequence of market forces in which the acquisition of goods and
services is motivated by one or more of four expectations or factors; cost-value, and utility-benefit, that
find their origins in marketing activity and human needs including emotions, perceptions of quality and
involvement. The two spectrums can be aligned in an ordinate and abscissa construct that would see cost
and utility connected at the zero point and value and benefits orthogonal to each other. The angle
enjoined by the benefit-utility-cost-value lines offers interesting possibilities for regression and factor
analysis. It is a proposition that a correlation exists between the two subsets that is consistent across
segments for different products and services.
The argument is that low or zero expectations as to a product or service offering is commensurately atched by a low determination as to cost and therefore the price one would pay for that item. A commodity such as salt, for example would have a minimal cost associated with it under normal circumstances.
The homemaker purchases salt from the supermarket as a matter of course and with little regard except that it is of nominal cost. However, should none be found in the home and while the utility remains the same, there is a higher value attached to the product given urgency in needing it to cook a dinner. In this case one is willing to pay the higher price as in the case of convenience stores. This is the purview of
marketing where conditions of urgency or other techniques such as the use of brand names and such
stimulates the creation of additional value that encourages a higher price. Associating the salt with a well
known object, calling it “Sea Salt” for example, may elicit a higher market price in which case the buyer
perceives and accepts the implied additional value.
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When there is the perception of numbers of benefits tied to a product or service there is also the
acceptance of a higher value and price. A Mercedes-Benz is essentially an automobile that is valued on
reputation rather than the fact it likely costs no more to produce than a high end consumer sedan. But the
buyer has the perception of status and prestige attached to the auto and so pays more for it. He wishes to
have his drinks with a duke, as it were.
In the same manner innovation and new technology have the effect commanding a higher order of
benefits and consumers willingly accept the higher values and prices. In this respect there is very much a
correlation between the factors. The higher the perception of benefit, which may be psychological as well
as physiological, the higher is the acceptance of perceived value and therefore price.
6.1 Developing the Model
When the lines in the paradigm are orthogonally set to bisect each other the quadrants indicated by the
factors present four uniquely different fields, each having remarkable economic and marketing
implications. The assumption is that the lines meet at a midpoint where cost becomes value and where
utility become a benefit. Four sectors are manifest. The first, in the benefit-value quadrant is indicated by
innovation and new technology, for example that offer a product or service that is unique and appeals to
individuals who seek those norms. The buyer of innovative products and services ascribes to the benefits
of new technology that is beyond the perceived value that might exist in conventional, standard products.
It is also the early stage of the product life cycle (PLC) where the product or service is seen to be new
and different, thus not in demand by the general population but only to a narrow, small or niche market for
which the item has a particular appeal.
The need for new software
is associated with the need for better performance or increased output and a higher price is justified. On the other hand the old software is standard material and while large numbers of buyers may want the product, they do so only at a significantly lower price since all that is of value is the utility of the product. It
has little to offer the buyer neither in terms of new knowledge nor innovation and thus contains lesser
intrinsic value.
At the onset of a new product offering in the market a small number of buyers will respond to the
innovation. These are the innovators in society who quickly adopt new technology. They are the ‘trendsetters’
and they influence others to purchase the new offering who are characterized as ‘the early
adopters of new technology or innovation,’ (Rogers, 1976). Should the item appeal broadly to the market
then in a comparatively short order it becomes well known, popular and in demand with a resulting growth
phase which is the growth stage of the product life cycle. Earlier in the 20th century the adaptation process
took place over a few decades. The adoption of the telephone in the early part of the 20th century took



















At some point competitors become aware of the new product, in particular the effect it may have on their
own financial situation and they competitively activate their ‘old product’ even as others may offer
equivalently new products. This places the innovator in a challenged position and he/she begins to cut
price, or finds new ways to decrease costs. Moreover it pushes the innovative entrepreneur into the cost
– utility segment of the marketplace [2] in which the primary advantage is price leadership and cost
reduction, which may lessen the utility or function of the item offered. The enterprise may engage in a
price/cost adjustment, or a number of these, in an effort to stay in business. It might then move to
offshore production, which signals a stage of product maturity and subsequent decline. Eventually there is
no longer sufficient economic incentive to maintain the product, or the business and the operation
declines, closes down or is acquired. Seemingly General Motor’s current problems and the elimination of
30,000 jobs in the United States is a manifestation of this stage. The consequent move is for GM to
employ offshore manufacturing to enable competitiveness in the home market. Toyota and others are
arguably more efficient and effective in the quadrant than GM. Moreover, the company has lost its brand
name advantage through provision of products that have not engendered consumer satisfaction and thus
no longer sustains the loyalty it once had. In those conditions where brand loyalty still remains strong, the
value is maintained and this is exhibited in the value-utility quadrant [3].
6.2 Economic Sectors
The model develops four sectors, each with a unique market response and intrinsic behaviour. These
generally compare with Michael Porter’s (1980) concept of generic strategies. In the alpha sector the
market is defined as a narrow but very specific segment that is intensely satisfied by the product/service.
In time and with growth demand it follows the PLC to maturity and the larger, mass-market beta sector. In
order to sustain the product life of the product/service managers face three choices, (a) expand the
product line with a number of offerings to appeal to a broader portion of the market with merchandized
goods, and/or to enter into export markets, (b) create a brand image that stabilizes product/service usage
in a satisfaction-loyalty cycle, or allow the product/service to decline by introducing new, innovative
products and technology to recast the PLC process. In the event of a single product company, the
consequence is corporate decline.
6.21 The Entrepreneurial Alpha Sector
The sector is characterized by Schumpeter’s “turbulence zone” where dis-equilibrium is the constant
force. It is also, and more importantly the entrepreneurial zone where new opportunities and technologies
are introduced and commercialized. The strategy in any case is one that employs a niche approach
directed at the innovators and early majority of the adoption process or to customers in need of particular
product/service solutions. The creation of new jobs and growth in the economy is dependent on the
entrepreneurship that powers the system and offsets the decline taking place in the _ sector.
The innovator may be the single entrepreneur working in a small firm or equally so the entrepreneurial
manager in a larger, organic organization that encourages the intrapreneurial process. At this point there
is an entrepreneurial velocity to the economy (Ve) that is a function of new technologies (_t),
entrepreneurial action (_e) and opportunities arising from demographic and sociological shifts (_d) such
that the change in velocity becomes Ve =  [_t, _e, _d] and economic growth is exhibited by the form
Economy = GDP (1 +/- Ve)
When the entrepreneurial sector is positive and creates sufficient economic activity as to override the
decline in the price leadership sector, the economy grows and is sustained. As the economic velocity
slows or decreases, it exhibits a negative value and the economy declines.
6.22 The Price Leadership Beta Sector
The beta sector is governed by economies of scale and productivity issues. Products in this sector take
on the nature of a commodity where the determinant of purchase is generally on price. The low cost
leader in any market gains competitive advantage from being able to produce at the lowest cost.
Factories are built and maintained, labor is recruited and trained to deliver the lowest possible costs of
production; 'cost advantage' is the focus. Costs are shaved from every element in the value chain.
Products tend to be 'no frills.' However, low cost does not always lead to low price. Producers could price
at competitive parity, exploiting the benefits of a bigger margin than competitors. Some organization, such
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as Toyota, are very good not only at producing high quality autos at a low price, but have the brand and
marketing skills to use a premium pricing policy.
It is often the case that the entrepreneur who by this time has created an established business may be
seen to assume a capitalistic attitude. The corporate motivation is to sell more and more of what has
been successfully produced, hence the disposition to enter global markets, often extending the product
life cycle and/or broadening the product line with a variety of similar, only slightly modified products or
brands. It is a fact that larger corporations are not normally creative and the cost of innovation is quite
high.
On occasion the entrepreneur establishes an entrepreneurial organization and it proceeds to create
innovative, new products to replace declining products in its inventory. Or a corporation may encourage
an entrepreneurial manager to create a new product. However the case as the old standard goods
decline in this situation, they are replaced by new innovations as extensions to old-line products and,
sometimes, radical innovations. In this manner the firm extends its life by striving to re-enter the alpha
market with some or all of its products.
6.23 The Managed Sector
Differentiated goods and services satisfy the needs of customers through a sustainable competitive
advantage in the managed sector. This allows companies to desensitize prices and focus on value that
generates a comparatively higher price and a better margin. The benefits of differentiation require
producers to segment markets in order to target goods and services at specific segments, generating a
higher than average price. For example, British Airways differentiates its service. The differentiating
organization will incur additional costs in creating their competitive advantage. These costs must be offset
by the increase in revenue generated by sales. Costs must be recovered. There is also the chance that
any differentiation could be copied by competitors. Therefore there is always an incentive to innovate and
continuously improve.
Two sectors comprise the managed economy, the cost-benefits gamma  sector [3] and the utility-value
delta _ sector, [2]. The gamma sector provides different segments in the market with variations in the
product that are principally cosmetic and appeal to the combination of ‘packaging’ aspects and lower cost.
The variety of breakfast cereals, automobile variations through accessories and merchandizing concepts
are manifest in this sector. The delta sector provides value and enhanced pricing (profits) through
branded offerings whereby the item has an intrinsic value beyond cost factors, Crest toothpaste exhibits
the case where higher prices are paid to specific markets (the worriers of cavities) in the sector. High
priced vehicles as in Rolls Royce and Porsche vehicles command higher than usual margins because of
the identification attached to the product.
Corporate managers may apply one or both of the techniques in an effort to sustain the product life cycle
through a longer saturation stage of the PLC. The battle of brands as in beer and cola drinks is a
sustained saturation stage powered by advertising and marketing applications. It should also be noted
that brands and merchandized goods ma be improved through incremental innovation where changes are
introduced to stimulate application and sustain the life of the product. Tide laundry detergent has been
modified or changed dozens of times to accommodate new washing machine designs, fabric texture and
colors.
6.3 Innovation and Product Recycling
Goods and services are created for markets in response to needs for something new or improved. It may
be that innovation is introduced into existing products that reposition them in the market. A software
program is modified to include an additional function and is sold as an improved item. A machine has a
unique attachment that improves its output and is sold as a new and improved model. In each case the
intent is to provide added value and to move from the less profitable, highly competitive cost-utility
quadrant to the benefit-value section where higher prices can be charged. In due course, except for
certain branded and/or commodity type products such as Tide soap and despite all improvements, the
market rejects the product and it declines or dies. The activity of marginally changing products in an effort
to improve them is referred to as incremental innovation. In due course the incrementally adjusted




product is superceded by radical innovation and it declines as well. Further study into lengthening life
cycle – recycle strategies would likely show that some products assume a commodity attribute that is
adopted for some length of time by the market and may enjoy longer sojourns in the beta market or in
between in the two gamma market sectors.
More often the effects of new technology, demographic shifts and new global markets place the firm in
the stronger growth market sector. Even so, as the products then move to reach larger markets, they
become subject to competitive forces that diminish their perceived value and the firm is required to
introduce new products, in addition to current mature products in order to maintain growth and
profitability. In any event a majority of products eventually assume a commodity position, competing in the
beta, mass market for market share by reducing costs and prices until eventually the product declines or
is phased out.
The move from an innovative market sector to the mass market is a mixed blessing. On one hand the
move promises increased sales and profits even as it presents lower prices and easy access to the
consumerii. But unless a firm has a proprietary product, as in the ethical drug industry where the product’s
intellectual property offers a quasi-monopolistic niche in the market, thereby retaining its position in the
alpha market competitive forces continue to compel price reductions that then require cost cutting moves
to maintain the company’s earnings picture. Continued downward pricing then forces a drive to re-position
the product back toward the value-benefit quadrant through incremental innovation. The modification
may place the product in the cost-benefit or value-utility quadrants, the gamma markets [3], that
extends overall life and gains market niche support. Indeed corporations apply the process vacillating
between quadrants until the product literally wears out. On the other hand after some period of vacillation
between quadrants the product meets with a radically innovative competitor and declines in the market;
the typewriter was challenged by software that turned the PC into a word processor even as the slide
ruler was replaced by the pocket calculator.
The American economy in particular is a model of the cumulative effect of the oscillating effect of
technology. The compensating activity, born from the technologies of the Information Age, biology,
electronics, medicine and nanotechnology to name a few, compensated the prior losses as declining
industries cut costs and improved productivity. These new, innovative companies redefined the economy
and created a new class of labor, the knowledge worker. Larger enterprises, particularly those with
commodity type products are able to globalize their reach and become even larger, at least for a period of
time. The expansion of soft drink, fast-food chains, and other consumer goods is a mark of the effort to
extend the life of products about to reach their mortality. Unless innovation is applied to these items, thus
increasing their value, they will in time decline.
What transpires then is a continuous process of innovation and improvement to products and services in
response to competitive pressures and market demand. New firms or divisions in existing firms create
new products to meet demand; they progress through a life cycle to a point of maturity. They may be
recycled for a time but eventually they die. It is this continuous change to products and services in
response to market demand that power the growth of the economy; based on new venture formation. But
larger enterprises have a difficult time adapting to change and some are unable to thrive except through
market extension and incremental innovation, or buyouts and acquisitions. The real creativity is existent
within smaller firms and individuals and there is a growing realization that, since the end of World War II,
small entrepreneurial firms have been responsible for most of the innovation in the American economy.
7. MACRO-ECONOMIC IMPLICATIONS
The model is a preliminary development and serves as a proposition as much as being a postulation of
economic behaviour. It establishes that the economy is led by an entrepreneurial sector that generates a
flow of firms and products into the system even as others disappear from the scene. Further testing of the
value-utility paradigm may resolve the issue as to product life cycle association with sector boundaries. At
what point does a product cross over to the managed sector? Where does the decline sector diverge?
How strong are the associations between the two paradigm constructs?
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In the macro model the estimates of economic velocity are subject to a number of variables that need
refinement and accommodation to the general model. Can the GEM measurements be incorporated into
the estimates of national economic valuation? What variables are appropriate or may be included that will
account for the technical input to the model?
The proposition is that an economy is comprised of at least three principal sectors, each of which
behaves in a unique and specific fashion. It is the major hypothesis that the genesis of all economic
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